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OFFICE OF REPORTS AND ESTIMATES, CIA
FAR BAST/PACIFIC BRANCH

INTBLLIGENCE BIGHLIGHTS NO, 22
. WEEK OF 6 OCTOBER - 12 OCTOBER 1948

SECTION I, SUMMARY OF FAR EAST TRENDS AND DEVELOPMENTS L ‘

flevere competition and wartime hostility oombine to restriot Japanese
trade with markets throughout the world (page 3).

Australia and New Zealand are expeoted to press for a US defense
-commitment in the Paocific at the Prime Ministers Conference in London

(pape 4). |

Demooratic Liberal Party president YOSHIDA will probably head a care=
taker government while the Diet passes SCAP-approved civil service legis-
lation, and pending natiomal elections following the dissolution of the
Diet (page 5§:

The results of the Japenese prefectural and metropolitan education
board elections, while still incamplete, indicate that the Commumist Party
has suffered an important defeat (page 5).

The Soviet sponsored North Korean "Demooratic People‘'s Republio of
Eorea" is sending a delegation to UNGA in order to strengthen the Soviet
stand on the Korsan issue (page 6). |

The tide of the Communist general offensive continues as Red forces now
appear oapable of ocoupying six more major Nationalist cities (paze 8).
Another strategio blow has been dealt the Govermment by the destruotion of 25X1
the Chinhsien airfield (page 9 ). A serious gasoline shortage threatens to
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%rwnd all Nationalist militery and commerical airoraf't by mid-Movember
page 8). CHIANG Xai-shek is now loosing comtrol over faotions within his
own Xuomintang Party (page 9). Price inoreases and the reappearance of a
US dollar blaok market has dealt the govermment's economic reform progran
s severs blow (page 9). ’

Commmist sabotage in Indonesia continues to threaten the Republio,
Yesrnwhile the Netherlands Government in Hague is ocontinuing with nagotiations
outside the GOC (page ).

The abortive ooup against the Phibul govermment in Siam may lead to
stronger authoritarisn meoasures (page Yi)e

The alleged detention in Hawaii of & Philippine labor leader has
precipitated sharp press oritiocism of the US (page 12),

A bill before the New Zealand Parlisment has reised the question of
U8 olaim to a Pacific Island group (pege 12),

E
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SECTION IT, DEVELOPMENTS IN SPECIFIED AREAS
GENERAL \

Japan's attempts to promote trade with countries outside the Far East g
ﬁ voE &ﬁa su00088

SCAP's intensive efforts to expand Japan's trade with countries out-
side of the historiocal Far Eastern trade pattern ars again indicated in an
snnounoement by the US Politiocal Adviser in Tokyo of a preliminary trade
understanding betwsen Egypt and Japan. The proposed arrangement covers
the period extending from 1 October 1948 through 30 June 1949, SCAP would
undertake to procure at least 75,000 bales of Egyptian cotton within a year
after the effective date of the proposed arrangement, subjeot to its abllity
to market Japanese cotton textiles. Fgypt aprees to encourspge imports from
Japan and thet any limitation imposed on importe from Japan would be solely
on the grounds of ourrency shortages. FPartioularly important is a proposed
provision for the removal by Egypt of the special 40 per cent import duty
levy applied about 1933 to Japanese goods entering Egypta

During 1948, efforts have been made by Japan to effect trade arrange=
ments with many countries outside of the Far East, e.g., Panama, Urugusy,
Iran, Indla and Paklstan, the Netherlands, the French Union (including
Metropolitan France, French protectorates or colonies) and certain parts of"
the sterling area (including, among others, the UK, Eire, the Farce Islands,
Ioeland, Iraq, the Persian Gulf Sheikdoms and South Africa),

‘However, the probabilities of Japan sucoessfully building up a ai%fi-
cant trade with countries outgide of the Far East are slight. Japan's hopes
of expanding ootton textiles into such arees will be frustrated for an
indefinite period by US and UK textile interests. Nor can Japan hope to gain
1ts foreign exchange by increased exports of machinmery. Even if a US polioy
to permlt Japan e moderately-sized machinery industry should be effectuated,
Japen does not have the rescuroes nor technological know-how to compete on

& large gomle, ocutgide of the Far East, with wachinery manufacturers from
countries such as the US, UK and eventually Germany. Fish products wers onoce
a major source of foreign exchange for Japan from the US and other countries,
but Japanese efforts to seoure permission to expand the presently restricted
fishing areas are being met by opposition from its wartime enemies due to
security reasons and pressure by fisheries' interests in those cquntries.

Conoomitantly with its efforts to trade outside the Far East, Japan
seeks to expand trade with the NEI end Siam, to negotiate cautiously with the
Philippines (where public hostility is strong), to barter with a rapidly
deterlorating China, and to meke bilateral sgreements with Far Bastern USSR
for the exchange of Japanese rolling stock and machinery in return for ooking
coal, iron ore and other materials oritical to Japan,

el
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Australia and New Zealand US defense commitment at Prime Ministers "B
Conf erenoe

In addition bo their amounced convcern over the political and ecomomie
remifications of the Buropean Recovery Program, Australia and Rew Zealand
are expeoted to press for a reconsideration and re-ewvaluation of the problems
of Cormorwealth defense in the Pacific during the ourrent London disoussions.
Specifiocally it is expeoted thet the ability of the UK to fulfill her
traditional role as the guarantor of Commonwealth sscurity in tio Pacifie
will be discussed,

A request for a military commitment from the US by Australia and New
Zealand at thie time would be interpreted by them as a loglcal adjunot to
current discussions for the extension of US military assistance to France
and the Benelux countries, The UK in the past has tmken the view that

" Commonwealth defense and economls colleboration are not irresonsilable with
US~-UK-Viestern Europe cooperation. ithile Australia has elways deen voocal in
its goncern over Pacific defensss and over the need for a US commitment,
Rew Zealand is expressing a growing apprehension over the trend of events in
-Aslae A prominent New Zealand off'icial recently went go far as to state
that his govermment would favor an Australis-¥ew Zealand-US military alliance
as a solution to the Pacific defenses problem,

Approved For Release 2005/04/26 : CIA-RDP79-01082A000100020039-6

e T g e 1R T R PR | ST WU ST TS TR T S T -




Approved For Release 2005/04/26 : CIA-RDP79-01082A000100020039-6
Shokib

- The new government being formed L U

apan af =the-road Ashida eoalition will be omly
4 caretaker regime. The Diet, which is in special pession to consider
oivil service legislation suggested by SCAP, voted ou its ocuvocation to
untiubuh”MhbrolwwMMmmdmtioml
elsctions, Former Frime Minister YOSHIDA Shigeru, president of the con-
servative Democratio-ldberal FParty will srobably head the interia govern-
mmummmhmmssamdmdmﬁmumoftb
Nationa)l Publie Service law aocceptsbls to SCAP, A large margin of conser~
vative votes assures favorsbls action on this draft which the con:rvative

parties support wnanisensly.

 The decision to hold meticnul elections is based on the advisability
of getting an expression of popular attitudes regarding the issue of
conservative contfol of the government before there is any extsnsive
break with the middle-of-the-road policles followed by tie last two
‘govermments which were organized on tiie dasis of the April 1947 elections.
YOSHIDA'e Democratio-Liberals are hopeful of increasing their present

151 lower house ceats sufficiently to meke possible single party control.
The atrength of conservative protagonism in Japan promises them a fair
chance of succeas, Thelr political opporents, the Demoecrats and the
Socialists, who wers represented in the ASHIDA government may be expected,
however, to offer coneiderable competition. The Democrats, whose political
organization retains oonsiderable strength and whose lcedership has been
actively preparing for eleotious, may be able, by dividing the conserva~-
tive vote, to limit Democratic-liberal gains, The Socfalists can count
on inoreasing support becsuse of labor's opposition to the Democratice
Liberals whon Japanese trade wnionists consider the representatives of the
oapitalists, Both partles, however, are suffering from the bed reputation
gadned during the incumbency of the last administration vhich not only’ .
falled to solve critical economic problems but also became inplicated in
major political scandals, The Democratic-Liberals, in obtaining an early
election, stand to benefit from losses aceruing to the Democrats and the
Soclalists because of thelr association with the fallen ASHIDA Government,
YOSHIDA's party will undoubtedly inerease its Diet representation but
vhether 1t will gsin a majority remaine to be seen,

apanope mnunde (8l to mske anticinated oring in gchool board nge
electiogs. One phase of the democratization program for Japan has been
the decentralization of the bureaucratic and centralized educational
system, In connection with this decentralization, elections were held on
5 October for the forty-six prefectural and five metropolitan eduecation
boards vhich hereafter will supervise their respective local educationsl

“IreRis
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JAPAN  (Cont,)

systems from elementary school through high school. The leftist~inclined
teachers' union and the Japen Commumist Party (JCP) have boen making a wery
deternined effort to place representatives on these boards, Publie reaction
bas appeared apathetic throughout the election campalgn despite a vigorous
effort on the part of the press, radio and SCAP to awaken a realization of
the dangers involved in the control of the education boards by the JCP,
Rather belatedly awakened to the situation, the P,T.A, campaigned for the
elsction of candidates of a non-politica) nature,

The incomplete returne available to date indicate that despite a rather
light turnout which should have played into the JCP%s hands » neither Conmu-
nists nor the teachers? union have done as well as expected, Returns com>
Pleted for Tokyo and six prefectures show only two successful JCP ecandidstes.
Although the political ideology: of the elected teachers® umion members is an
unknown quantity this group appears to have obtained only linited and iso~
lated success, A surprising number of individuals whose professions would
denote middle~of-the-road to rightist political sympathies such as physicians,
company officisls, sake brewers, Bhuddist priests and government officialas
were elected, According to interim returns women cardidates did unexpectedly
well winning three of the five seats in the Kyoto letropolitan Education
Board

L]

In the light of the education board's authority to select taacher
personnal and school texts, the apparsnt results indicate that the JCP has
suffered an important defeat in its attempted ideological control of Japan,

; 280 _reprige : elegation to UNGA., Another nove designed to npw
strengthen the Soviet position befors the UN General Assembly (UNGA) and

to forestall UNGA recognition of the Rhee regime in South Korea as the
national Korean government is the announcement that the "Democratic People’s
Republic of Korea" is sending a délegation to UNGA., Pak Hun Tung, Foreign
Minigter of the North Korean government and head of the delegation, has
addressed a letter to UN Seeretary-General lie requesting that the delegates
be permitted, as the Mlegitimate representatives® of the Korean nation, to
participate in UNGA discussions on Korea. He has also requested entry visas
for the delegation from the French Foreign Minister, The fact that three of
the five members of the delegation are South Koreans indicates an attempt to
support the legal fiction that the Soviet puppet regime is a truly national
governusht, By the time the Korecan case comes before UNGA the USSR and its
satellites can be expected to have accorded da jure recognition to the North
Koreen government, The Soviets may hope that these manevvers will ocrystals
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1ize the reluctance of certain of the British Dominions to regard the South

Korean regims as the "national® government euvisaged in the UN Resolutions
mmmmmmm»:«mm:.mmumorm

pointtho:‘vh d:totrorn “compromise® solution to the impasse by

proposing that the Korean governments be permitted to otiate for
eventual federation ®without outside interference", e

SPERET
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Communist ocoupation of six major cities expacted. The National A"
Government appears about to loss its control over at lsust six morse
cities, including four capitals, at widely separated points through-
out the oivil war areas. Ths cities are: long~isolatedi Changchun
in Manohuria, Chefoo in Shantung, Chenghsien and Xaifeng in Hopan,
Taiyuan in Shansi, and Sien in Shensi. At present Commmunist attuncks
on the Chinheien corridor have slackened but the Communigts appear to
be in the corridor ito stay and are oapable of remeuing their attacks
in any direotiom at any time. The poorly defined corridor command
responsibllity between FU Tso-Yi and FAN Hanechieh, an open invitation
to Comaunist dirruption of the MukdenePeiping rail line, has finally
been resolved with FU's authority extended as far north as the Great
Fall, However, the Government, in a move to Lolster the defenses in
the Chinhsien<Hulutao area, has moved at least six divieione from the
Keilan mine area, thereny stripping thia vitel coal =mining rejion of
adequate defending forces, Deepite a flurry of reports that the
lationmlists in Xanchuriam huve launched drives southward from Changohun
and in three directions out of Mukden, reliable reports state that no
movements have been undertaken, except a local amdvance intoc Aanshan
where no opposition was encountered. Moreover, there are indications
that one or more of the wrmies defending Changchun may have defeuvted
to the Communists. In any event, Changochun is currently ripe for
Communist oocupation, whother through attack, widespread defections,
or Nutionaulist evecuation,

Although neither the forces of CHEN Yi nor LIU Powcheng have been
coumitted, Nationalist fears of en impeuding attack on the Hsuchou
area have prompted them to order the evacuation of Chenghsien and
Kaifeng, importunt rail junction and capital of Homen respectively.
Coupled with this move is the withdrawal of the main Government
strength from the area between Nenking and Hsuchou, alonj the raile
road, into the Hsuchou perimoter. These maneuvers, althouzh temporarily
strengthening the Nationalists' position at Hsuchou, might easily
hasten the isolation of that strategle base, thereby setting the stage
for ita eventual reduction by the Communists. In addition, t-e
Netionulist Command has ordered the evacuation of the Shantung port
of Chefoo, captured at great cost a little more than a year a,; 0. The
Commmunists have ronewed their attucks on YEN Hsi-shan's restricted
holdings around the Shansi capital of Tailyusn, and the Ministry of
National Defense in lanking admits they are expectiny the eurly annie
hilation of YEN's forces. 1n Shensl Red Gen. PEHG Teh-huai is leading
at least four of his Communist columus in attacks on ithe weak lationalist
lines Jjust north of Siun, Shemsi provincial capital,

N oxd
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Denial of Chinhsien field is atra ¢ blow to Governmeat,
The Chinhsien airfield, nﬁgind as the lupp% base for the Nationalist
position in Menchuria, has been rendered inoperable as a result of
recent Communist shelling. As a consequemce of this loss all supplies
formerly airlifted from Chinhsien to Mukdem must now be fiown from the
inadequate field at Tiemtsia. The Tiemtein field can accomodate only
four airoraft simaltansously. 4s a result of the much greater distance,
aecessitating sn imereased pas load, each plane can currently make only
three daily tFips instead of six, and can carry only 4.7 tons per trip
as with the former 8.2 ton pay load. This 60 percemt ocure
tailnent of the vitally needed supplies for Mukden further weukens
the Goverament’s already extremely critioal Manchurian position.

Gasoline shor-%p threatens to ground Government militery and
commercis rora he Chinese Air Force and all comnmercial airlines
in China will soop be grounded unleas present rapidly diminishing
high octane gasoline stores are replenished. As a consequence of the
US west coast shipping strike China stocks of foreign commercial oil
companies will be depletsd by mid-November, An appeal has been made
to SCAP but hw can offer no sssurance of assistance due toSCAP's own
" required operating level.

CHIARG Kai-shek's control over Kuomintang faotions upon which
he has cenornﬂy depended for support continues to show signs of
weskening. This is manifested particularly in the Legislative Yuan
which recently rejected by an overwhelming vote CHIANG's request for
confirmation of the declaration of martial law in Peiping, such
confirmation being required by the Constitution. Neither BUN Fo,
President of the legislative Yuan, nor CHEW li-fu, Vice President,
setmod either disposed or able to bring abvout favorable aotion on
CHIANG's resquest.

ﬂ‘.

Economio reform program receives major asetback. Shanghsi/Nanking:
As an indication of decroasing confidence in the gold yuan a wild
buying spres for durable commoditles ees s hedge against inflation, is

SREnEy
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now gulning impetus throughout this area. The principel factors behind
this unrcstirsined nmove to unload old yuan are: 1) delayed response

to the impuct of the fnll of Tsinan, 2) huge emcunts of currency issued
in exchange fur ;0ld and foreign exchenge, 3) possible retioning of
daily necessiticu, and 4) buyin; while orices are still low. To meet

a sharp luxary tex increaas Gen, CHIANG Ching~kou, Administrator of

the economic reform program, hes asuthorized an approximate 1005 incroase
in the retall price of todbacco und uines, thus introducing the firast
break in prices since he froze them at the 19 August level. It is
expected this will lerd to un upward resdjustment of prices on cther
comiiadi ties,

Tientsin/Peiping: The relative market staiility in Tientsin sinae
16 Ayjust came t0 un abrupt end last week whon s sudden buyinge rush by
congumers pushed prices up. Hany shops were reported emptied of
goods, while & ma jority cf dhers refused to sell at official prices.
Daily necessities on the black-nmarket are now more thun double the
official prices, a level at which few transactions ere now consumated.
Blackenarket prices in Peiping have increased sbout four lold wlithin
the last three weeks., In both cities the US dollar tleckemarket has
advanced to GY $8 for US §1, tnice the official rate, while zold bars
have douvled in price in ths last four deys.

Canten: As a hed7e szainst & sherp break in tie value of the
gold yuan, which U5 Consul General, Canton, reports as imminent, a
movenent is under wey to convert cush to Honz Konz currency.

Gold Yuan Note igsus. The vurrency Stanilization bosrd has reported
that the note issue remched GY ;9566 million on 30 September, an increase
of 222% over GY $296 wnillion in circulation on 31 Auguste

Smuneling. Hecause of active smupgling operations vy reruler uaits
of tne liationul Army and other armed groups in the kgst River sres, it
is estineted that of ull comi.odities now reaching the Cunton market only
40% clemr customs while 60% arc smugsleds Until recently this condition

was roversed, with 40% entsrin; illezaily.

-gpeneT—
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] gmtinues to threaten Republic. '"hile it appears L)
that n orces on suceces disburaing Communist

forces, Commnist sabotape is continuing to cause conalderable damage in
Republisan areas of central Java, Communist activities have beccame espocially
seriocus at the oil ceater of Tjenwos, vhere several oil tanks have been fired,
Reports issued by the Nepublic have been designed to detract from the gravity
of the situstion and indicate that the Remiblic is apain in control of the
oil fields, Dutch reports, desimed to weaken the "enublic's nosition, have
characterized confiitions as bordering on chaos, etherlands officisls at

The Nasue referring to the conditions in the Tience area have indicated that
they feel another "nclice action" in Republican territory wonld be justified
on the prounds that the Metherlands, as soversipn over the area, 1s responsible
for maintaining law and arder,

!
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Dutch move to form interim governnent outside N"C, The Netherlands Govern- "A!
ment, at a cruclal period In M Good NTfices Committee attempts to resume Dutch- !
Remublican negotiations, is aprarently prepared to announce the formation of
an interim government sponsored by non-Republican Indonesians, "Federalisth :
representatives from non-7epublican asreas of Tndonesia are reported to have '
reached 2 basic agreement rith Vetherlands officials at The llapue on the :
structure of an interim government which will precede establisiment of a
nited States of Tndonesia. This interim povernment is to be headed by an
Tndonesian triumvirate with two of the posts being occupled by Federalists
and one being reserved for the Remublic, After some of the minor details of
the apreement have been settled, Dutch officials plan to submit the bill on
the interim government to the Wetherlands Parliament for enactment in the
near future. It 1s expected that this interim govermment would becane a useful
instrument of Nutch authority if, after inviting the Republie to join the newr
interin government on a "take it or leave it" basis, the Netharlands decides’
to bypuss the °C and apain attempt to arise at a solution by nilitary neens,

| |
|

Phibul supprosses first %101' coup attempt, The abortive coup dtetat npu
in Siem early En month, . was aimed at the overthrow of the military
clique surrounding Premier Thibul, may result in the institution of stronger
authoritarian measures, Tt is apparent that a large part of the Siamese Army
General Staff, interested in divorcing the army from pBlitiss, was involved
in the plot. Tn addition, it is believed that this movement was partially
financed by former Premler Pridi’s supporters who probably desire to develop
larger scale defection within the army. ‘
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STAM (continued)

The coup attempt and its swift suppression illustrate both the growing
dissatisfaction among responsible career military officers with the military
c¢liqus around Phibul and the continuing ability of the Phibul regime to main-
tain eontrol, ‘any of the arrested General Staff officers probably will be
forgiven and reinstated under careful observation since ths loss of such
personnel would seriously weaken the army. Nevertheleas, Phibul is faced
with a dilemma, and, if his strong army supnort ie to continue, he must
resolve the issues creating dissension within the military, Fhibul probably
is capable, under present conditions, of withstanding ocecasional coup attempts
for at least the next six to eight monthas, If the stronger measures are insti-
tuted, however, the development of a more effective opposition can be axpected,

PHILIPPINES

Alleged detention of Philipnine lasbor leader causes eriticism of US. ncn
A four-hour investigation of a leading Filipino or leader alleg con-
ducted by FBI officials in Hawaii while the former was enroute to the US has

resulted in séveral instances of sharp Philippine press eriticism of the
United States,

Agalnst the advice of two Philippine intelligence agencises, Amado V,
Hernandex, president of the leftist Congrees of lLabor (Organizations and minority
member of the ‘anila City Council, was issued a paasport by the Philipnine
Department of Foreign Affairs, Hernandez is now in the Uhited States where he
plans to investigate soclal conditions and city government, and is enroute to
Relgium where he will attend the ™orld Federation of Trade Inlons Conference,
Official U'S and Philippine opinions differ as to the extent of Hernandez' leftist
sympathies, but it is genearally believed that he is somewhat less radiecal than
most of his assoclates, The Philipnine Government, under the recently appointed
Secrotary of lLabor Primitive Lovina, is currently attempting to econciliate
leftist unions and reportedly considers llernander an’important factor in
influencing communist and ¢ onmnist-inclined leaders. '

NE'T 7ZEALAND

New Zealand bill brings up question of 1S claims to Pacific Ysland group. "C"
The State Department has asked the Legatlon at . ellington for full information
on a bill before the New Z7ealand Parliament which would incorporate the Tokelau
Islands as part of MNew Zealand. The US has historic claims to this group of three
small atolls just north of Samca in the South Pacific which have never been re-
nounced. The claims were set fopth in a note to the British Government in 1939
at the time of the expansion of civil aviation in the Pacific. Since 1926 the
islands have been administered by New Zealand from 'Western Samoa; prior tb that
they vere administered by the UK as part of the Gilbert and Rllice Islands Colony,
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